By DAVID T. DEVLIN

The International Investment Position of the United States:

The net intarnational investment
position of the Unlted States improved
$1.8 billlon o 1870, sligivly muore than
in 1080, Howsver, reflecting the Larga
dofielta in the pet Hquidity balance end
in the offielal reserve {frameections
belenoe, tha higuidity sfructure of aur
inveatment poition daterorated abarply.

TDTAL intermationel assate of the
United Statea rose $8.5 billion in 1970
and total U.5. liabilities to foreigners
rose 30.7 hillion. As a result, the nat
internpfional investment position of the
TInited States improvad by $1.2 billion.
This change was only elightly largar
than the inersesa in 1969, but in that
yeoar the rite in both ageets and linbilitias
was larger. At yearend 1970, total
agsets excoaded fotel liehilities by $60.1
killion. This excess of u@ssels over

Nore.—Ths data used in this artlele was
duced under the tgrxmsrafl supsatrvidgon of
arge B, Kmet wi simiﬁmnt aoftribne
Lioms madn by Jullus Freidiin, Newey IR
Keith Seymowr Karber, Russell Saboll,
and Z'nlle Warner,

liabilities was concentrated in Canada,
developing aountries, and in the inter-
national category; in Westarn Europe,
liabilitiee exeoaded assats by %$18.0
hillion.

This article firat considers the factors
eccounting for the racent changes in the
I1.5. net international inveatment posi-
gon {toble i). The composition of cthe
shifts in assets and liabilities from year-
end to yearend i3 then discussed
{tebles 2 and 3). Fimelly, the avolving
atructure of the Hgquidity of U.S, assets
snd liabilities 1z analyzed {tables 4 snd
£ and charé 91, A detailed discussion
of direet Investments B piven in an
accompanymeg article.

Changez in the Net Interna-
tional Iunvestment Position

Changes m the het mternationnl
investment position of the United
Stntes reflect thres mejor factors (table
1). The first is net recorded balance of
payments capitel flows, which must be
equal, in an accounting sense, to the
sum of the current aocount (the balance

Developments in 1970

on goods, services, and unilateral trans-
fers), ollocations of SDR, and on ad-
justment for errora and emissions.! [n
effent, o gurplu= on the current nocount
fadjusted for srrors ond omissions) and
allocations of SDR lead to a lerger
net incroase in U.8. asets than in U.S,
linbilities with e resultent Jmprove-
ment in our net investment position.
The second factor is reinvestod earnings
of U.B. affilintes abrosd minus reia-
vasted emmings of foreign enterprises
in the United States. Earnings of U.S.
offiliates abrosd not sent back (or
credited) to the United States as in-
come (nod thus not included in the
current account) improve our invest-
ment position, The third factor is the
net change in valuation of outetanding
U8, investments abrond and foreign
investrnent in the Uhited Stntes (in-
cluding edjustments in the various
series for changes in coversge ond
sbatistical disrrepancies); thase varigus

L. It the orvors and ondesdons in Use balance of payrooks
atoomimibk conild bo Jdontilied, o pars would promiiily To
pith Téeyrde] eapilal Rowd and o paet Inta the roconded
aurreat aceaunt. ‘Tha curmnt eecodnt plus sllscations of
BDR would (hn be equel o net capital bars,

Table 1.—Factors Accounting for Chamges in the Nek International [evestment Pogition of the United States !
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Tabbe 2 =Chuviges in the Internationa] Fiestusent Posltion of the United Stotes Keconclbed with Bolanes of Payysents Capitel Flows
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Table 3. —Internatonal Inveatment Position of tha Uplted States at Yearend?
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adivstments are olso not meluded in
the bolance of payments accounts.
Essentially, we improve our net in-
vestment pogition by nei eales sbroad
of real goods and gervices (minus
uailateral Eransfers), or by reinvesting
foreign esrninps abroad, but the pasi-
tion is alzo offected by changes in
voluation of ouistanding assets and
linbilitias.

While the changa in the TI.S. net
investment position can be congidered
to be meeounted for by these factors,
capital flows, of coures, may hava o
major impoaet on trade, serviess, and
earnings. To the extant this oceurs, the
chahge in the net investment position
is npot determined independently of
capital fows. Howevar, an ouiflow of
capital from the Trnited States, al-
thooph it increases nssats abroad, does
not regult in a ne change in the TS,
international investment pogition unless
one of tha othar {ncicrs mentioned is
influenced. If thare in & capital outflow
and in inecrease in assets without o
corresponding change in the current
secount (or ervors end omissions) there
would be oo equnl increase in liabili-
ties {or offsetting cheoge m other
pezeis) with no chenge in the net
investment position.

From 1961 through 1868, there was
o rather cobsistent improvemsnt in
our net investtant position, avernging
over $3.4 billion per year. This largely
reflscted & strong positive trade balance
ovod growing income on investmenta
(ond thus & surplus on the current
account), ns well as a moderata growth
in reinvestod enrpings; these [actars
were only parily offset by adverse
valuation adjustmenis. The recorded
change in the net investment position
was also ndversely affected by the
negnsive errors and omissions. However,
in 1987 {when the valuation adjust-
ment wee particulexly ndverse), and
in 1968 {when the irede balance
dropped sharply}, the net invesiment
position showed only small increasss.
In 1969 ond 1070, the improvements
in the net imvestment positicn wera
ngnin subatantial, although smaller
thon in enrlier vears.

The recarded improvement in 1089
wos due to very lurgs net favorzhble
valuation edjustinenta (mostly reflect-
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ing price changes in putstanding sscu-
rity holdings), only puorily offset by
large adverse movements in the current
nccount and n the adjustment for
errors and omissions. There is avidance
to suggest that the large inereass in
outlows on errors and omi=sions was
due to flows of TI.5. funds to the
Eurpdollar merkat. If such flows had
b recorded, the improvement in
the net investment position in 1269
would hrve boen subatantislly largar. In
1970, oo the other hand, the improve-
ment in the net investment position
reflectad & favorabls shift in the current
recount, & ameller adverse adjustment
for arrers and omissions end the
initia] $387 million allocation of SDR
{which resulted n an incresse in U.S.
official reserve beldings end in an
improvament in our met investinent
pozition of the same amount). Valuation
ndjustments became negotive. In both
1089 pnd 1970, reinvested earnings
had n large irnvorable impact on our
nat investment position.

Changes in U.S, Assets and
Liahilities

Total U.8. assetz abroad rose $8.6
billion in 1970, as noted enrlier; $6.0
billion reflected reported balance of
peyments capitel outflows, and 32.5
biilion other factars (tables 2 and 3).
The latter included $2.9 billion of re-
invested sarpings on T8, direct in-
veatment abroad (which is pot now
counted 88 o capitnl ocuiflow in the
belance of payments) and Jarge but
moatly offsetting valuation adjustments.
The value of U.5. holdings of foreign
bonds increased $0.5 billion due ko
increases in the prices of outatending
bonds and the value of cutatending
T.B. holdings of foreign stocks was
reduced $0.8 million os prices in foreign
stoclt markats declined. Thera were
also lesser voluation adjuetments in o
pumber of other nceounts.

Total U.8. linbilities rose $8.7 billion
in 1470: $6.8 billion reflected balance
of payments ecapital inflows ond 309
billion other fuctors. The latter increass
was moatly occounted for by 304
billion of reinvested earnings of foreign
direct investment in the United States
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and 2 0.6 billion adjustment to the
vutstanding valua of foreipn holdings
of U.8. bonds due to price increnses in
such bonds.

As b result of thega changes in T8,
sssets and labilities in 1970, the net
investinent position rose $1.8 billion.
Balenee of payments flows contributed
less than $0.2 billion net to the chenga,
whils other fagtors, primarily net re-
invested sarmings, contributed almost
£1.7 hillion.

Liquidity Structure

The evolotion of the kguidity siruc-
turs of outetanding T1.S. assefs and lia-
bilities can be conveniently analyzed i
terme of the ratios computed in table 4
end shown in cheré 8, Use of such ratios
he= certein lmitafone, as indicated
below, and a complste amalysizs of
externol derelopntents requires ihat
one elso take into account the absoluts
magnitades shown m the investment
position, as well aa the flows shown in
the conventional bolance of payments
tables. The genaeral impression of de-
velopments in the last decnde given by
the ratios confittng what wes already
indicated by the balenice of payments
figuras: Although our nat investment
position improved in most years, the
liquidity stritctuce of our poaition
showed a persistent detetioration. Use
of the rotios facilitates investigation of
a number of interesting aspects of theas
dovelopments.

Ratie A,, UBL. officiel reserve azsetz
to T.3. liahilities to foreign officisl
agencies, is the investment posilion
counterport of the officinl reserve brons-
actions balance in balance of payments
analysis. The larger the deficit in the
oificinl bolance, the groater the loss of
resetves nndfor the grentar the increase
in linbilities to foreizn official agencies.
Clorrespondingly, the grester the lo2a of
reserves or the grenter the increase in
lishilitiee to officisl foreipmers, the
lower the ratic of W.S, ressrvea to
lishilitiea 4o foreign officinl apencies.
Thus the evolution of the A, ratio
generally reflests the jmpact of the
official resorve trananotions balance on
the U.8.-lavestment position.

The correspondence is not exact,
however, becausa the position figures
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are affected by valuation and coverage
adjustments while the balance of pay-
ments iz not. The A, ratio is also some-
what affected by the method of fi-
nancing an official reserve transactions
deficit, 1.e., whether it is financed by a
decrease in reserves or by an increase
in liabilities, while the balance itself is
not affected.

When the A, ratio is greater than 1.0
{and reserves exceed liabilities, as from
1960 to 1963) a deficit of a given size
will cause a greater reduction in the
ratio if it is financed by an increase in
linbilities than if it is financed by a
decrease in reserves. When the ratio is
1.0 or less, a given loss of reserves has a
greater adverse impact on the ratio
than an equal increase in liabilities.
{This reflects the general behavior of all
ratios on either side of 1.0.)

Substantial deficite in the official
gattlements balanee in most vears from
1960 through 1967 led to a persistent
decline in the A, ratio, although the
trend flattened in the mid-1960"s when
the balance temporarily improved. In
1968 and 1969, however, the official
balance was in substantial surplus and
the ratio improved. At end-1069, it
gtood at 0.99 (about the same as in
1964). At this value, U8, reserves were
about equal to our liabilities to foreign
official agencies.

In 1970, when U.S.-monetary con-
ditions eased sharply, the official reserve
transactions balanee showed an enor-
mous defieit, which resulted in both a
large loss of reserves and a sharp
inerease in liabilities to foreign official
agencies. As a result, ratio A, declined
sharply from 0.90 to 0.59. The ratio
dropped significantly lower in the first
halfl of 1971 when the official defieit
became larger.

Ratio A, is & variant of ratio A, It
takes into account liquid claims of U.5.
private residents, as well as official re-
serves, on the asset side and compares
them with liabilities to foreign official
agencies. Thus it assumes that private
liquid claims are some kind of supple-
ment to official reserves. As expected,
the level of this ratio is slightly higher
than that of the A, ratio, but its move-
ments are parallel. (Note that both
ratios are identical for 1960 to 1962
because liguid claims of U.S. residents
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cannot be separately identified in the
basic statistics.)

The counterpart of the net liguidity
balance in the investment position is
given by ratio A,, which compares liguid
assets (both private liquid claims and
17.S. official reserves) to liquid liabilities
to private foreigners and liabilities to
foreign official agencies. The net sum of
these factors are the financing of the net
liquidity balance. The larger the net
liquidity deficit, the faster the decline
in the ratio. The ratio is also affected
by valuation adjustments and by the
way in which the net liquidity balance
is financed. Reflecting the continuous
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deficits in the net liquidity balance
since 1960, ratic A, shows a parallel
decline, reaching o low of 0,36 at end-
1970. At this peint, U.S.-liquid assets
were only about one third of our
vomparable labilities,

Ratio A; is a variant of ratio Ay It
is the counterpart in the investment
position to what might be called a gross
liquidity balance in balance of pay-
ments analysis (although such a balance
is not computed in the standard presen-
tation). In such a balance, increases in
liguid claims of U.S. residents would
not be considered an offset to increases
in liquid liabilities to private foreigners.
Thus, this ratio compares only reserves
on the asset side (leaving out liguid
private claims) to liquid liabilities to
private foreigners and liabilities to
foreign official agencies. As a result, its
level is slightly lower than ratio A,
but the movements of the two ratios
are parallel.

While ratios exactly comparable to
the official reserve transactions balance
and the net liquidity balance can be
constructed for the investment position,
no exactly comparable ratio can ba
constructed for the third major balance
in the balance of payments presenta-
tion, the balanece on current account
and long-term capital. This is because
all the financing items of the net liquid-
ity balance and the officinl balance are
included as part of the investment
position; for the balance on current
aceount and long-term capital, how-
aver, some of the financing items are
not appropristely considered as items
in investment position. These consist of
errors  and omissions, which have
been quite large recently, and alloca-
tions of SDR, which occurred for the
first time in 1970. It is possible, how-
ever, to construct a ratio using the
rest of the financing items of the bal-
anee on current account and long-term
eapital and thus get & rough proxy for
thi= balance. This ratio i3 shown as
B,, which compares U.8. short-term
assets (nonliquid and ligquid short-term
claims of U.S. private residents and
1.8, official reserves) to short-term
linbilities (nonliquid and liguid short-
term liabilities to private foreipners
and all liabilities to foreign official
agencies). As with the other balances
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and their corresponding ratios, rotio
B, is affected {(and ths balancs js not)
by valuation adjustments and by the
way in which the balance e Anenced.
The larger the deficit in the balance on
current ascount and long-term cepital,
the smoller the ratic {sxecpt for the
impact of etrors and omissions and
allocations of SDME which the ratio
daes naot takes into account).

Since 1860, the B, ratio has shown o
persistent decline reflecting the deficits

in the balancs on curremt aceount and
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long-term capital for moat years (except
in 1861 and 1964 when it was about in
balance). By and-1970, this ratio of
ghort-terma  assets to  labilities had
follen to D58,

Ratio Ba is & variont of By. In nddi-
tion to US. short-term claims, U.S.
heldings of foreipn securitdes are added
to assats, snd foreign holdings of US.
secutities are added to T.8. short-term
lisbilities. Thia comparison of & pome-
what wider spectrum of nssets and
liskilities pives resulta surprisingly
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similar to the simple comparison of
short-term nsssts and  Labilities
{chart9), deepite the {nct thai holdings
of sesurities have shown quite sub-
stantial changes and ere very large.
{US. holdings of foreign securities
totalsd over $20 billion in 1970, and
foreign holinge of US. ascurities
totaled over $25 billion.) Our Hquidity
structurs, looked at sither wey, de-
tariorated by roughly ths same smount
in the dacade,

Retioy By and By throw further lighi
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on the avolving structure of our in-
vestment position. Rntio By is o com-
parison of long-term nesets (ie., all
nonliquid resets exeopt thoss that are
short-term) to long-term linbilities {ia.,
all novliquid hebilities execspt shori-
term onea and these to foraign official
agencies). Ratio B, compares totsl
assats to total liahilities.

From 1980 to 1968, the ratio of tetnl
ssseta to toisl lisbiltiss {B,) reinained
roughly conetant, olthough there was
wsually an absolufe improvememt in
the net investment posidon. A6 the
apme tima, the ratie of long-term asseta
to long-term lebilitics (B.) rose from
about 3.0 to over 3.5, This chunge
reflected the sharp incremse in Jong-
termy mssets, Az shown in teble 5,
long-term linbilities remained n rels-
tively consteni proportion {about 47
percent) of total habitities, but long-
term assais ns a proportion of iotul
nseets showsd a persisient incresss
firom T2 to 20 percent).

After 1068, the ratio of total asssts to
total liabilities dropped persistently.
In 1087 and 1968 both assets and
liabilitiea prew by roughly the same
arnount and in 1969 and 1970, although
nesots grew mora then lisbilities {an
improvement in the net investment
position), the growth of nssats was not
lergs anough to maintain the same ratia.
The ratio of long-term essets to long-
term liabilitiss generslly also dropped
ihuring thiz period and by 1968 it was
back to about the eame leval it had been
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in 1961, snd it remeined thers throvgh
1970. The proportion of long-term
lishilities to total lisbilities still re-
mained roughly the same after 1966, but
in contrast to the eanrlier period, the
proportion of long-term assets to totnl
asgsts aleo remained relatively constant.

These developments raiss 2 number
of gquestions (with less than obvigus
anawers). Why did forsigners maintain
their leng-term {(ond  shori-term)
holdings ot such & fixed proportion of
their totel sssets in the United States
for the decade? What caused the rising
trend (untd! 1866) in the proportion
of T.8. lonp-term nacets to total assats
to flatten out aftar 10667

As to U5 liabilities (foreipners’
pssets in the United States), the
stobility in the proportion of loag-term
to tots] linbilities bsuggests similar
stability in the underlying Lguidity
perfarence of foreign investare, How-
ever, further study is neaded fo deter-
mine whethor other factors wore more
mportant and how the behaviar of
foreipn offieia] sgencies (wheo are prob-
obly guided by other motives and
ligquidity peaferences than private
foreigners) affected the structurs of
T1.8. liahilities.

Far U5, nssets, the change in trend
in part reflected the behavior of direct
investment. From 1060 to 1988, 105,
dirgst invastments 2s a portien of
total 1.5, nssats grew [rom 37 to 44
percant; the 7 parcentaga point incranse
was about the same 25 the rise in the

25

ratio of long-term assete to totel nssais.
After 1966, both the vatic of direct
investmanta to totel ngeets and the
retio of oll long-term to ¢otel assets
tanded to lavel off.

These developments in part reflected
the imposition of controls on direct
inveatment but other factors were also
important. Tha annual increnses m
dirert investment nesats tended to
grow larger from 1860 to 1966. How-
aver, tha sharp riss in the ratio of direct
investment to total nssets in 1965 and
1986 waa pleo due to the fact that nesets
other than direst investment showed
virtually no change in eithor year. After
1966, annuaal ineremnents to direct in-
vestment lavaled out, with some renewnl
of growth in 1969 snd 1970. The leveling
off in in¢rements o direct investment
after 10866 probably reflected the in-
fluence of the voluntary conirols (in-
stituted in 1965) snd the mandatory
controls (inatituted in 1968).

Some indication of the impect of
other capital control programs is ulso
avident in tabls 5, although the mave-
ments ars much smaller and more
smbiguous than in the cass of direst
investment. Lomg-tarm claims on
privete foreigners reportsd by TS
benks ond US. holdinge of foreign
sacurities as proportions of tofal assets
both showed a rking tremd until the
midsixties but then declined aftar the
voluntory credit restraint program osndl
the interset sgualization tax were im-
posed and/or intensified.



